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March 24, 2015

Mr. Michael J. Tollstrup

Chief, Project Assessment Branch
California Air Resources Board
PO Box 2815

Sacramento, CA 95812

Subject: 2014 Report to California Air Resources Board on

Interchangeable Emission Reduction Credits

Dear Mr. Tollstrup:

In accordance with District Regulation 2, Rule 9, Section 411, the District is
pleased to enclose a report on our Interchangeable Emission Reduction
Credits (IERC) program. Table 1 of this report is a summary of all IERC
banking activity in the Bay Area from 2000 through 2014. This table is also
published on the District’s website to serve as the IERC banking register
that is required by Regulation 2, Rule 9, Section 408
(http://hank.baagmd.gov/pmt/emissions banking/ierc_summary.htm).

If you have any questions regarding this report, please call Greg Solomon,
Supervising Air Quality Engineer, at (415) 749-4745.

Very truly yours,

N SR

Jim Karas, P.E.
Director of Engineering

JK:GDS:gs
Enclosure

cc: Ms. Deborah Jordan
Director, Air Management Division
U.S. Environmental Protection Agency, Region IX

939 ELLIS STREET * SAN FRANCISCO CALIFORNIA 94109 ¢ 415.771.6000 * www.baagmd.gov
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Introduction

This is a status report regarding the Interchangeable Emission Reduction Credit (IERC)
program for the Bay Area Air Quality Management District (District). This report provides an
update to the previous report, including IERC use through December 2014. This report
demonstrates that the use of IERCs, in the aggregate, results in no greater annual pollutant-
specific emissions than would have occurred in the absence of the District’s IERC program.

Background

IERCs are banked and used in accordance with District Regulation 2, Permits; Rule 9,
Interchangeable Emission Reduction Credits (Reg. 2-9). The purpose of this rule is to provide a
mechanism for a facility to reduce emissions, and use those emission reductions in lieu of
compliance with another District Best Available Retrofit Control Technology (BARCT) rule. Reg.
2-9 is limited to emission reductions of nitrogen oxides.

In accordance with Section 411 of Reg. 2-9, this report includes the following:

e The quantity of IERCs generated and used;

e The extent to which IERCs were used to comply with BARCT, by rule and source
category;

o The impact that IERC use had on annual emissions, relative to the District emission
inventory and Clean Air Plan;

e A demonstration that the use of IERCs, in the aggregate, results in no greater annual
emissions than would have occurred in absence of Regulation 2, Rule 9; and

¢ An evaluation of the IERC rule as an alternative means of compliance with applicable
District rules.

Quantity of IERCs Generated and Used

Table 1 contains a summary of all of the IERC banking certificates that have been approved by
the District, or are pending approval. Table 2 summarizes the amount of IERCs that have been
used for compliance with a District Best Available Retrofit Control Technology rule. IERCs have
been used by petroleum refineries for compliance with District Regulation 9, Rule 10 (Nitrogen
Oxides and Carbon Monoxide from Boilers, Steam Generators and Process Heaters in
Petroleum Refineries) and by power plants for compliance with Regulation 9, Rule 11 (Nitrogen
Oxides and Carbon Monoxide from Utility Electric Power Generating Boilers).
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Extent of IERC Use to Comply with BARCT

To date, five facilities have used IERCs to comply with District BARCT rules. Three petroleum
refineries (Shell, Valero and Phillips66 - previously named ConocoPhillips) have used IERCs to
comply with District Regulation 9, Rule 10, Nitrogen Oxides and Carbon Monoxide from Boilers,
Steam Generators and Process Heaters in Petroleum Refineries (Reg. 9-10). Shell and Valero
have used IERCs for fourteen years. For the first two years of this period, Valero’s Alternative
Compliance Plan was under appeal, and therefore, was not formally approved. However,
Valero tracked emissions and surrendered IERCs as if the ACP was in effect.

On July 1, 2002, Reg. 9-10 became more stringent, and the refineries had to increase the use of
IERCs. Since that time, the Shell and Valero refineries have averaged 108 and 404 tons of
IERCs used per year, respectively. As can be seen from Table 2, Shell's IERC use has
declined from a high of 457 tons (7/02 — 6/03) to nearly O tons. Valero's IERC use has
decreased more slowly, with a high of 506 tons (7/04 — 6/05) to 295 tons (2014).

Phillips66 has only used |IERCs since January of 2007, and has used significantly less IERCs
than the other two refineries have used. Phillips66 averaged 3.7 tons for the 8-year period
through 2014.

Two electric utilities (PG&E Hunters Point and Mirant Potrero) have used IERCs to comply with
Regulation 9, Rule 11, Nitrogen Oxides and Carbon Monoxide from Utility Electric Power
Generating Boilers. PG&E Hunters Point averaged 27.9 tons of IERCs used per year over three
years. Mirant Potrero averaged 12.3 tons of IERC used per year over two years. Neither facility
uses |IERCs any longer.

Impact of IERCs on Annual Emissions, Relative to the District Emission Inventory
and Clean Air Plan

For any calendar year in which more IERCs were generated than were used, the IERC program
clearly reduced annual emissions, relative to the emission inventory. In other words, there were
more actual emission reductions (IERCs generated) than IERCs used. Emission decreases
were not deferred. This is the case for calendar years 2000-02, 2004, 2006-11. As you can see
from Table 3, the amount of IERCs generated exceeds the amount of IERCs used in each of
those years.

Table 3 -- IERC Generation & Use Relative to Emission Inventory (all values Tons NOx)

Year 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2008 | 2010 | 2011 | 2012 | 2013 | 2014
IERCs | 1458 | 1868 | 1330 | 673 | 772 | 672 | 879 | o044 | 1003 | 736 | 548 | 487 | 253 | o 9
Generated
IERCs 209
T 83 | 88 | 557 | 790 | 679 | 731 | 630 | 48 | 386 | 412 | 336 | 310 | 304 | 252

For a year in which more IERCs are used than are generated, we must compare actual
emissions and IERC use with the emission inventory. This is to ensure that the emission
inventory adequately accounts for the difference between the amounts of IERCs used and
generated. This is the case for calendar years 2003, 2005, 2012, 2013 and 2014.

Page 7 of 10




Table 4 summarizes |IERC use, actual emissions and the emission inventory for sources that
generate IERCs, as well as the banking allowances contained in the inventory. For 2000 and
2001, the emission inventories are based on the 2001 Ozone Attainment Plan. For 2002
through 2010, the emission inventories are based on the 2005 Bay Area Ozone Strategy. For

2011 through 2014, the emission inventories are based on the 2010 Clean Air Plan.

Table 4 -- Actual Emissions Relative to Emission Inventory (all values Tons NOx)

Year 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

£ r:;ts"lz'ns 3044 | 2262 | 1765 | 1942 | 1806 | 1590 | 1313 | 1302 | 1184 | 1125 | 1043 | 1040 | 354 | 443 | 359
E’L‘fnst':r'; 3177 | 2816 | 1793 | 1359 | 1542 | 1329 | 1190 | 1190 | 1190 | 1190 | 1258 | 1357 | 1405 | 1405 | 1405

A‘ﬁi’;v'g:ge 2774 | 5475 | 4234 | 4234 | 4891 | 5584 | 5584 | 5584 | 5584 | 5584 | 4526 | 4416 | 4416 | 4416 | 4416
g;‘g:'ﬁ;‘;’g 252 | 531 | 993 | 1246 | 1364 | 1686 | 1809 | 2055 | 2262 | 2267 | 2305 | 2363 | 2363 | 2407 | 2408

For 2003, 2005, 2012, 2013, and 2014 the comparison of IERCs versus the emission inventory
is done using the following test:

(Emission inventory + Inventory banking allowance) > (Actual emissions + IERCs generated +ERCs used)?
If the sum of the emission inventory plus the inventory banking allowance is greater than or
equal to the sum of actual emissions plus IERCs generated plus ERCs used, then the inventory
contains sufficient buffer to account for the difference between IERCs used and generated.
Using the data provided in Tables 3 and 4, the above equation holds true for calendar years
2003, 2005, 2012, 2013 and 2014. Therefore, the emission inventory contains sufficient buffer
to account for the difference between IERCs used and generated.
2003: Is (1359 + 4234 tons) > (1942 + 673 + 1246 tons)? Yes
2005: 1s (1329 + 5584 tons) > (1590 + 672 + 1686 tons)? Yes
2012: |s (1405 + 4416 tons) > (354 + 253 + 2363 tons)? Yes
2013: Is (1405 + 4416 tons) > (443 + 0 + 2407 tons)? Yes

2014: |s (1405 + 4416 tons) > (359 + 9.1 + 2408 tons)? Yes

Since the above equation is true for each year, the emission inventory includes a sufficiently
large banking allowance to account for the fact that more IERCs were used than generated in
2003, 2005, 2012, 2013 and 2014. Therefore, there is no adverse impact relative to the
inventory.

IERC Use Results in No Greater Annual Emissions due to Regulation 2, Rule 9

There are no greater emissions than would have occurred in the absence of Regulation 2, Rule
9, as long as there are sufficient IERCs available to be used for compliance with BARCT rules.
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Pursuant to the California Air Resources Board’s IERC guidance rule, IERCs must be banked
(formally approved) prior to being used. Prior to banking an IERC, a facility must first achieve a
real emission reduction. After the emission reductions actually occur, the facility is granted
IERCs. Once granted, the facility may use the IERCs in lieu of BARCT compliance. |IERCs are
valid for 5 years from the end of the credit generation period. Therefore, this 5-year period is
treated as contemporaneous with the time period in which the IERCs are used. The underlying
principle is that an early reduction at one source is preferable (or at least equivalent) to a later
reduction required by a BARCT rule for a different source. A reduction that occurred in a
previous year can be carried over and used in a subsequent year. Therefore, as long as there
are sufficient early reductions (banked IERCs) to offset later BARCT reductions that are
deferred (by using IERCs), the rule works, and there are no more emissions than would have
otherwise occurred in the absence of Regulation 2, Rule 9.

Evaluation of the IERC Rule as an Alternative Means of Compliance with
Applicable District Rules

Regulation 9 Rule 10

The Shell and Valero petroleum refineries have used IERCs to comply with Regulation 9 Rule
10 (Reg. 9-10) since 2000. The use of IERCs has been a significant part of each refinery’s
compliance strategy for Reg. 9-10, and has allowed these refineries to delay the installation of
NOx controls that would otherwise have been required on their furnaces by Reg. 9-10. These
refineries are expected to continue using IERCs, but at reduced rates.

Over the last 13 years, Shell’'s IERC use has declined from 457 to almost zero in the most
recent ACP period. Shell has continued to install additional NOx controls on their furnaces, so
they are now at the point where they need relatively few IERCs to comply with Reg. 9-10.

Over the same 13-year period, Valero’s IERC use has averaged 374 tons per year, ranging
from a high of 506 tons (2004-05) to 278 tons (2012-13). Valero has generated IERCs from
their CO Boilers (sources S-3 and S-4). In 2011, Valero replaced their existing CO Boilers with
new CO Boilers that are subject to New Source Review and Best Available Control Technology
(BACT) requirements. The new CO Boilers have more stringent NOx limits. Consequently,
Valero’s ability to generate additional IERCs has been reduced. To generate IERCs from the
new CO Boilers, Valero will have to operate them at NOx emission rates below the new, more
stringent BACT limit. Even if Valero can do this, the magnitude of IERCs generated will be
significantly smaller. With their ability to generate additional IERCs curtailed, Valero will have to
either find alternate sources of IERCs, or add more NOx controls to their furnaces to enable
them to comply directly with Reg. 9-10. The District expects the latter to be the likely scenario.

Phillips66 refinery began using IERCs in 2007. Phillips66 averaged 3.7 tons per year for the
period 2007 through 2014. Based on usage, IERCs are not a significant part of Phillips66’s
compliance strategy for Reg. 9-10. Rather, IERCs are used only occasionally to alleviate what
would otherwise be relatively minor exceedances of the Reg. 9-10 emission standard.

Regulation 9 Rule 11

PG&E Hunters Point and Mirant Potrero power plants have used IERCs to comply with
Regulation 9, Rule 11 (Reg. 9-11). Neither facility uses IERCs now. PG&E Hunters Point used
IERCs from 2004 through 2006. The use of IERCs allowed PG&E Hunters Point to continue
operating without installing additional NOx control, until the facility shut down in 2006. Mirant
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Potrero used IERCs in 2004 and 2005, but no longer needs IERCs for compliance with Reg. 9-
11.

Conclusion

Based on the above discussion, this report demonstrates that the use of IERCs, in the
aggregate, results in no greater annual poliutant-specific emissions than would have occurred in
the absence of the District's IERC program.
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